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AICPA

Excellence through Self-Regulation

The Proposed Bylaw Change
In November, you will receive a ballot that proposes a
change in the bylaws of the AICPA. The change would
add the following paragraph:
“A member engaged in the practice of public account
ing with a firm auditing one or more SEC clients as
defined by Council may retain membership in the
Institute only if the firm is a member of the SEC Prac
tice Section.”
As an AICPA member, you are being asked to vote
in favor of this change. At first glance, it may seem
that the issue is relevant to only a limited number of
Institute members. Yet in reality, it is of vital importance
to the future of our profession. Because this proposal
speaks to the ability of CPAs to continue to set and
maintain their own quality standards, it is a profession
wide issue which warrants the support of every AICPA
member.

Completing the Plan to Restructure
Institute members have consistently demonstrated
their commitment to excellence. The passage last
year of the Plan to Restructure Professional Stan
dards was the most recent—and far-reaching—
example. The six elements of the Plan each received
resounding support from the membership, well in
excess of the two-thirds vote required for approval.

The proposal requiring SEC Practice Section mem
bership for firms that audit public companies is the
final element in the Plan to Restructure. It provides
further proof that ours is a profession that adopts high
standards to serve the public interest. This commit
ment was reflected in the near-unanimous May vote of
the Institute’s governing Council to authorize a ballot
on the proposal.

The SEC Practice Section
The SEC Practice Section (SECPS) was founded in
1977 to maintain the highest standards of auditing and
accounting quality for firms that practice before the
Securities & Exchange Commission. SECPS achieves
this goal through a comprehensive program of peer
review, public oversight, and special requirements for
member firms.

Today, the 519 firms in the SECPS audit more than
8,000 companies—87 percent of the companies
listed on the major stock exchanges or traded over the
counter. More significantly, the companies audited by
SECPS firms represent 99.7 percent of the aggregate
sales volume of all public companies.

Special Membership Requirements
SECPS member firms are subject to additional mea
sures of quality control, such as:

■ The Public Oversight Board. This independent, private
sector body monitors and reports on SECPS activi
ties, suggesting improvements when appropriate.
■ The Quality Control Inquiry Committee. It considers alle
gations of audit failure in litigation to determine if firms
need to take corrective actions or if professional stan
dards need to be revised.
■ Rotation of the partner in charge of an SEC audit every
seven years to ensure a fresh perspective on the
engagement. Member firms with fewer than five SEC
clients and ten partners are exempt from this require
ment.

■ Concurring Review of each SEC audit report before it is
issued.

SECPS members are also required to report a
change in auditors to the SEC within five business
days, an “alarm system” that may alert the public to
potential problems.

SECPS Peer Review
The cornerstone of the SECPS is the peer review pro
gram, a thorough evaluation of a firm’s quality control
system by another firm or review team. Conducted
every three years, peer reviews are designed to
detect and correct flaws in an audit practice.
There is little question that peer review works. In a
report to Congress, the SEC noted that “the peer
review process contributes significantly to improving
quality controls of members and thus should enhance
consistency and quality of practice before the Com
mission.” The Treadway Commission on Fraudulent
Financial Reporting came to a similar conclusion. It
endorsed membership in the SECPS or an equivalent
organization as a way to improve financial reporting
and minimize fraud.

Benefits
for
CPAs
in
Industry
Ironically, the SEC has now developed proposed leg
islation to monitor public company auditors. Over 125
pages long, it would add new—and inappropriate—
government requirements. The SEC may well encour
age its adoption if we do not pass our own proposal.

Different From Quality Review
Because peer review has proven so successful,
AICPA members adopted quality review as part of the
Plan to Restructure. Both these practice monitoring
programs are designed to ensure quality service.

However, as part of the SECPS peer review program,
member firms are also subject to special reviews and
an oversight program. The results of SECPS peer
reviews are available in a public file. Quality reviews
are not. In addition, the SECPS is monitored by the
Public Oversight Board and the Quality Control
Inquiry Committee, and maintains other specific
membership requirements described on the facing
page. All these measures have been established to
protect the public interest.

One major reason to support this
initiative is to protect the confiden
tiality of company records. The
SEC proposal would give the SEC
access to certain client informa
tion through unlimited access to
the peer review workpapers.
Under SECPS peer review, this is
not a problem. The client’s identity
is protected.

Equally important, public compa
nies regularly issue financial state
ments and are major users of CPA
services. The SECPS program
helps to assure that their audits
are of the highest quality.

Benefits for All CPAs
Adopting the SECPS membership proposal will bene
fit all of us because it will:

■ Further improve audits of public companies, which is
consistent with our commitment to the public interest
and our desire to maintain the integrity and credibil
ity of our nation’s financial reporting system.

■ Enhance the image of all CPAs because auditing pub
lic companies is one of the most visible aspects of our
profession.
■ Maintain self-regulation of the profession, which is in
every CPA’s best interest.
In sum, the SECPS proposal is consistent with our
mission to ensure that CPAs serve the public interest
in performing quality services.
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Vote “Yes”
for
Self-Regulation
Over the past century, the
accounting profession has created
a balanced system of self-regula
tion. It has enabled CPAs to antici
pate—and address—the
concerns of both the public and
the government. AICPA members
have demonstrated their commit
ment time and again.
All AICPA members—in public
practice, industry, government and
education—owe it to the public to
support the SECPS membership
proposal.
By voting “Yes” on the November
ballot, you will enable CPAs to
continue to achieve excellence
through self-regulation.
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